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| Easing Trade War to Pay Off 

Petrochemical sector has underperformed TASI since the beginning of 2019, mainly due to 
weak price performance of all major petrochemical products, which translated into poor 
1Q19 results for all petchem companies, with bottom line that missed consensus estimates 
by an average of 23 percent. The most extreme of the bunch was Kayan, which declared a 
loss of SAR 198mln versus consensus estimate of SAR 208mln net profit. 

Trade war easing started paying off 

At the G20 Summit in the end of June, US and China resumed trade talks, a move that signaled 
an ease in the trade war between the two countries. US promised not to impose any new tariffs 
on Chinese exports, while China agreed to continue purchasing American goods. After a steady 
drop in all petchem products since the start of the financial year, the prices of these products 
witnessed a slight hike in the beginning of July, and this was no coincidence. 

Emerging Market inclusion 

SABIC, Yansab, and Kayan are all main beneficiaries from the FTSE and MSCI Emerging 
Market Indices. Foreign ownership in the three companies increased by 635%, 216%, and 246% 
respectively. This factor undoubtedly supported the stock price against the effect of the sharp 
decrease in petchem prices. 

Kayan debt reduction measures 

Saudi Kayan adopted debt reduction measures by repaying and restructuring its outstanding 
secondary debts with the aim to enhance financial competency. This includes early payments of 
SAR 1.125bln loan to Samba Financial Group and SAR 2bln loan to Banque Saudi Fransi using 
the company’s available cash, as well as the restructuring of secondary debts using a Murabaha 
facility the company acquired from NCB. The move is expected to have a positive financial 
impact of SAR 71 min in 2H19 and SAR 230mln in FY2020. 


1 Rating Summary 

SAR 

Last 

Close 

Rating 

Target 

Price 

SABIC | 2010 

114.40 

Hold 

121 

Yansab | 2290 

59.70 

Hold 

58 

Kayan | 2350 

11.48 

Hold 

12 

EPS (Attributable) 

SAR 

2Q19E 

2Q18 

Y/Y Chg 

SABIC 

1.28 

2.23 

(43%) 

Yansab 

0.76 

1.46 

(48%) 

Kayan 

0.01 

0.59 

(98%) 

1 Valuation 

P/E 

2018 

2019E 

2020E 

SABIC 

15.9x 

18.7x 

19.8x 

Yansab 

16.lx 

27.3x 

32.5x 

Kayan 

11.Ox 

18.5x 

19.4x 

1 EBITDA Margins 


2018 

2019E 

2020E 

SABIC 

31% 

30% 

30% 

Yansab 

45% 

39% 

33% 

Kayan 

40% 

37% 

36% 

Source: SFC 




| 1-Year Share Performance (Rebased) 


SABIC raises stake in Ar-Razi to 75% 120 

SABIC renewed its partnership in the Saudi Methanol Company (Ar-Razi) for another 20 years by 
signing an agreement with the Japan Saudi Arabia Methanol Company (JSMC). With that, 100 
SABIC raised its stake in Ar-Razi to 75 percent. JSMC will be paying SABIC c. SAR 5bln, which 
will be used to refurbish Ar-Razi’s current methanol plants and/or establish new ones. Financial 80 

impact of the agreement is expected to be witnessed in FY2020 when the transaction is finalized. 

60 
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2Q19 FORECAST 


- SABIC-Yansab Kayan TASI 


SAR min 


Revenues 


Gross Margin 

Operating Income 


Net Income 


2Q19E 

2Q18 

Y/Y Chg 

2Q19E 

2Q18 

2Q19E 

2Q18 

Y/Y Chg 

2Q19E 

2Q18 

Y/Y Chg 

SABIC 

38,550 

43,285 

(11%) 

i 31 % 

37% 

! 6,522 

10,826 

(40%) 

3,829 

6,695 

(43%) 

Yansab 

1,650 

2,111 

(22%) 

I 31% 

44% 

j 424 

816 

(48%) 

428 

821 

(48%) 

Kayan 

2,740 

3,524 

(22%) 

| 16% 

37% 

I 274 

1,117 

(75%) 

18 

879 

(98%) 

Group 

42,940 

48,920 

(12%) 

31% 

37% 

7,220 

12,759 

(43%) 

4,276 

8,395 

(49%) \ 


Source: Company Reports, SFC 


Source: Bloomberg 
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Research and Advisory Department 


Rating Framework 

BUY 

Shares of company under coverage in this report are expected to outperform relative to the sector or the broader market. 

HOLD 

Shares of company under coverage in this report are expected to perform inline with the sector or the broader market. 

SELL 

Shares of company under coverage in this report are expected to underperform relative to the sector or the broader market. 
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Disclaimer 


This report is prepared by Saudi Fransi Capital (“SFC”), a fully-fledged investment firm licensed by the Capital Market Authority (CMA) 
to provide investment banking, asset management, securities brokerage, research, and custody services. SFC, and its affiliate, might 
conduct business relationships with the company that is subject of this report and/ or own its security. 

This report is based on current public information that we consider reliable, but we do not represent it is accurate or complete, and it 
should not be relied on as such. Accordingly, no representation or warranty, express or implied, is made as to, and no reliance should 
be placed on the fairness, accuracy, completeness or correctness of the information and opinions contained in this report. 

This report is intended for general information purposes only, and may not be reproduced or redistributed to any other person. This 
report is not intended as an offer or solicitation with respect to the purchase or sale of any security. This report is not intended to take 
into account any investment suitability needs of the recipient. In particular, this report is not customized to the specific investment 
objectives, financial situation, risk appetite or other needs of any person who may receive this report. SFC strongly advises every 
potential investor to seek professional legal, accounting and financial guidance when determining whether an investment in a security 
is appropriate to his or her needs. 

To the maximum extent permitted by applicable law and regulation, SFC shall not be liable for any loss that may arise from the use of 
this report or its contents or otherwise arising in connection therewith. Any financial projections, fair value estimates and statements 
regarding future prospects contained in this report may not be realized. All opinions and estimates included in this report constitute 
SFC’s judgment as of the date of production of this report, and are subject to change without notice. Past performance of any 
investment is not indicative of future results. The value of securities, the income from them, the prices and currencies of securities, 
can go down as well as up. An investor may get back less than what he or she originally invested. Additionally, fees may apply on 
investments in securities. Changes in currency rates may have an adverse effect on the value, price or income of a security. No part 
of this report may be reproduced without the written permission of SFC. Neither this report nor any copy hereof may be distributed in 
any jurisdiction outside the Kingdom of Saudi Arabia where its distribution may be restricted by law. Persons who receive this report 
should make themselves aware of, and adhere to, any such restrictions. By accepting this report, the recipient agrees to be bound by 
the foregoing limitations. 
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